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OPINION

All of the captioned parties are certified public accountants who were participants as
shareholders and employees of a professional corporation. The plaintiff, Bobby F. Ramsey,
brought this action to recover salary due him and the value of his stock in the corporation. He

has appealed from a judgment in his favor which he insists is inadequate.

BACKGROUND FACTS

Plaintiff-appellant, Bobby F. Ramsey, has been acertified public accountant since 1967.
After five years of various accounting employments, he formed a partnership which was
dissolved by the death of his partner. For ten years thereafter, he practiced under the name of
Ramsey & Associates. Thereafter he practiced in a partnership for two years and, in 1989, he
resumed practice under the name, Ramsey & Associates. Oneyear later, in November 1990, he
and Ted Burkhalter formed the firm of Ramsey-Burkhalter, P.C.. Burkhalter, who was also a

lawyer, drafted their agreement.

In order to provide working capital for their enterprise, the parties agreed to contribute
their respective accounts receivable to the enterprise. They agreed that each would be entitled
to draw $1,000 per week, and that Burkhalter might draw more during tax season when his
accounting dutieswould curtail hislegal work and income. During 1991, neither party drew any
sday. It wasagreed that the salaries of the partnerswould be considered an operating expense
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of the enterprise which would continueto be liablefor unpaid salaries and that profitswould be
divided after deduction of operating expenses. Nether party withdrew any profit prior to the

beginning of the present action.

On January 1, 1992, Frank Ryan was admitted to the enterprise. He was to be paid
$50,000 per year and was to be considered a “founding partner.” He was paid his salary
continuously until the inception of this suit. He made no contribution by waiver of salary or

assignment of receivables.

In January 1992, Mr. Ramsey was diagnosed as suffering from congestive heart failure.

InMarch 1994, heunderwent surgery for renoval of amalignancy and thereafter received
chemothergpy; al of which reduced his capacity to work. He recaved his full salary through
May 31, 1994, at which time Frank Ryan notified him that he and Burkhalter had decidedto cut

his (Ramsey’s) salary to less than one-hdf.

On August 28, 1994, Burkhalter and Ryan notified Ramsey that he should retire.
Discussions ensued asto which “accounts’” Ramsey should take with him, which should reman

with Burkhalter and Ryan, and what compensation would be payable therefor.

THE PROCEEDINGSIN THE TRIAL COURT

On November 14, 1994, Mr. Ramsey filed suit against Messrs. Burkhalter and Ryan.

On April 10, 1995, Ramsey & Burkhalter, P.C., was added and the issueswere referred
to the Master. In December 1995, January, February and March 1996, the Master conducted
hearings. On January 31, 1997, the Master filed a 10-page report containing 18 findings

including the following:



Master Finding: The parties stipulated at the hearing
that the 1990 Founding Stockholders Agreement applies
should awritten agreement between the parties berdevant to
anissue. The parties dso agree that Frank Ryan was to be
treated as a Founding Stockholder athough he did not sign
the 1990 Agreement and although his salary was not formally
set by addendum.

The Agreement provides that:

4. Each partner should have at least 1000 realized hours
each year. |f one does not reach thislevel, his salary may be
reduced in aratio percentage in which his realized hours are
less than this minimum. ... This paragraph requirement for
realized timewill not be unduly enforced, but will beweighed
by the partners or the Executive Committee to determine
whether a partner is complying with the requirement and if a
salary adjustment should be made.

The Agreement al so discusses possible bonusesto be
added to salary calculations. All references to hours and to
salary or bonuses use the term “realized” billings, which
means hours charged and paid, not just hours which were
chargeable.

Equity ownership on the other hand, wasfixed. The
parties agreed that each partner is a one-third owner of all
equity in thebusiness.

The stockholders of Ramsey and Burkhalter insured
against illness or disability through the professional
corporation. The Agreement staes:

ARTICLE 7 ILLNESS OR DISABILITY

Inthe event of apartner’sillness or disability,
he shall be entitled to his basic salary for the
first six months of that period and then %2 his
basic salary for the second six months. Inthe
event that his medical records indicate
continued disability, he may voluntarily
withdraw or be terminated from the
partnership (upon a vote of 85% of the
remaining partners). In the event that he has
neither withdrawn or terminated, he will not
received [sic] further compensation until he
returnsto full timeemployment with the firm,
but he will continue to be entitled to bonuses
under Article 4 and equity share of profits.

The Master findsthat Mr. Ramsey wasdisabled or ill
during al of 1994. He is not entitled to additional salary
above that which he received during 1994.

INn 1993, the partnersorally agreed that Ramsey would
be paid approximately $4,000 per month. The other two
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partners would be paid $4,800 per month. (There was no
modification of the 1000 realized hours requirement.)
Ramsey admits that this arrangement was fair given three
different work stylesand levelsof production at that time. As
aresult, in 1993, Ramsey was paid $48,249. The other two
partners were paid $57,604.

The Master finds Mr. Ramsey is not entitled to
additional sdary for 1994. The section of the Agreement
dealing with illness and disability would resultin asalary of
$43,200 for the year even if the $4800 per month salary is
used asthe basic salary. This $43,200 figureiscalculated as
follows:

January 1-Junel, 1994: @ 4800 per month $28,800
July 1994-December 1994 @ $2400 per month $14,400
$43,200

Mr. Ramsey was paid $43,487.89 in 1994.
Master Finding: As Mr. Ramsey wasill or disabled in 1994,
and was paid accordingly, no salary adjustments are due.
Mr. Ryan testified that he agreed to work for no pay in 1991
and that hewas not dueasalary until January 1992. Mr. Ryan
should not receive compensation or credit for services he
rendered in 1991.
Neither Mr. Ramsey nor Mr. Burkhalter should expect to
receive asalary for 1991.
T.C.A. § 48-101-614(a) requires that fair value be assessed
“as of the date of death, disqualification, transfer, retirement
or termination.” Themaster findsthefirstformal notification
to Mr. Ramsey of the decision that he must withdraw, was
dated August 28, 1994. (Exhibit 5)

Master Finding: Bobby Ramsey’s equity is the fair
value of his shares. He is not entitled to additional salary
under any of the theories rased in this lawsuit.

The balance sheet of July 31, 1994, reflects gross
assets of $222,864.69. Most of this number consists of
receivables reflecting billed time ($165,368.17). Unbilled
receivables are $23,452.12. The readlization rate for the firm
iS95. 1% ($165,368.17 + $23,452.12) x .951 = $179,568.00
(Exhibit 21). The Master finds therefore, that the true value
of the receivables is $179,568.00. Cash in the company at
that time totaled $22,308.00. Book value of equipment and
furniture owned by Ramsey Burkhalter on July 31, 1994 was
$11,152.31 (an appraisal of equipment and furniture was not
available to the Master). Security deposits are recorded at
$584.00. The sum of the gross tangible assds is therefore,
$213,612.00. Liabilitiestotaled $24,644.07. (Exhibit 10) Net
assets are $188,968 because



Gross assets: $213,612

Liabilities: - 24644
Net assets: $188,968

33% of $188,968 = $62,989

The Master findsthat by agreement, Mr. Ramsey was
assigned $28,848 of thereceivablesof hisclientsat full value
for each dollar.

The Master has reviewed the voluminous transcript
caefully. As a result, the Master finds the value of Mr.
Ramsey’ s stock to be one-third of the value of the net assets
on July 31, 1994 minus the accounts receivable which were
assigned to him by agreement. Ramsey Burkhalter shoud
purchaseMr. Ramsey’ s stock at thefair value of $34,141.00.
As further explanation:

$62,9890.00 Onethird net assdas
-28,848.00 Value of accounts receivable
assigned to Mr. Ramsey

$34,141.00

All partiesfiled exceptions to the report of the Master. The Trial Judge confirmed
thereport and madeit thejudgment of the Court. A motion of the plaintiff for discretionary

costs was overruled.

The plaintiff, Mr. Ramsey, appeal ed and has presented the following issues:

1 Whether the trial court erred in failing to
award Bobby Ramsey his unpaid 1991 sday that was
designated as being a“normal operating expense” of Ramsey
Burkhalter, P.C.

2. Inthe alternative, whether thetrial court erred
in falling to award bobby Ramsey additional equity in
Ramsey Burkhalter, P.C. based on the undistributed retained
earnings in the corporation at the end of 1991.

3. Whether, in addition to an award of his share
of the equity in the professional corporation, Bobby Ramsey
is also entitled to an award from Ted Burkhalter and Frank
Ryanfor clientsthey retained for which hewas the source or
procuring partner.

The concurrent finding of a Master and Chancellor upon controverted questions of

fact is entitled to the weight of the verdict of ajury if thereis any evidence to sustain it.



T.C.A. 8 27-1-113, In Re: Estate of Tipps, Tenn. 1995, 907 S.W.2d 400; Coats v. Thompson,

Tenn. App. 1986, 713 S.W.2d 83.

The dealings between the parties, described above, created a classic procedural
situation for areference to the Master. No error isfound in the order creatingthe reference,

which was agreed to by the parties.

The first exception of the plaintiff to thereport was that Master found that “a detailed
analysisof each client account wasnot relevant to the value of the stock of the corporation.” The
Master correctly held that the value of the stock of the corporation was total assets minus total
liabilities. Inrespect to physical assets, it wasincumbent upon the partiesto provetheir version
of the value of each asset. Likewise, in respect to the value of the expectation of continued
patronage of individual “clients” (good will), it was incumbent upon the parties to prove their
version of the value of the expectation of continued patronage of each client. It istoo much to
expect of aMaster to listen to endless details of past dealings with patronsin order to make an
estimation of the probability of continuation of and profit from the patronage of each client. The

first exception of the plaintiff was not well taken.

Theplaintiff’ ssecond exceptionto the Master’ sreport wasthat itfailed to award plaintiff
theunpaid 1991 salary. Itisuncontradicted that thetwoinitial partieswaived their 1991 salaries
asapart of their capital contribution to the corporation. Their only hope of recovering thissalary
was a future distribution of profits or liquidation of stock. There was no distribution of profits,
and the liquidation val ue of the stock wasdependant upon theprofits and/or losses from year to

year preceding the dissolution.

No merit isfound in plaintiff’ s second exception to the report.



Plaintiff’s third, and last, exception to the report was that he was not granted an
additional salary adjustment due to his disability during that year. The Master’ s report, quoted

above, discussed at length the disability rights of plaintiff, and no error isfound therdn.

No merit is found in any of the exceptions of plaintiff to the Master’s report. In the
absence of exceptions to the report of the Master, they cannot be reviewed for thefirst time on

appeal. Rogersv. Rogers 101 Tenn. 428, 47 SW. 701.

The dealings of the parties with each other do not conform to the popular conception of
accountantsas artists of exactitude. Their dealings with each other have created for the courts
amasterpiece of inexactitude. The result reached by the Master, the Trial Court andthis Court
representsthe best that the inexact science of law can do to resolve the problems created by the

parties.

The judgment of the Trial Court is affirmed. Costs of this appeal are taxed against the

plaintiff-appellant and hissurety. The causeisremandedtothe Trial Court for necessary further

proceedings.
AFFIRMED AND REMANDED.
HENRY F. TODD
PRESIDINGJUDGE, MIDDLE SECTION
CONCUR:

BEN H. CANTRELL, JUDGE
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